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Proposed law requires the State Mineral Board to enter into an agreement with the lessee (oil or gas well 15,000 feet or 
greater which is permitted after July 1, 2009) under any present and future mineral lease or leases on land, lakes, river 
beds, and other water bottoms belonging to the state on which the state owns both the mineral leasing rights and royalty 
rights and will receive a proportionate credit on the amount of the royalty obligation, for payment of all ad valorem taxes 
properly assessed on any well in the parish where the lease is located.  In the event the approved ad valorem tax credit 
exceeds the royalty obligation in any year, the excess credit can be carried forward in future years.  Provisions of this section
shall not apply to royalties remitted to the parish in which the severance or production occurs.

In order to implement the proposed legislation, the Department of Natural Resources (DNR) indicates the need for an auditor
position.  Workload in the first year will include writing rules and setting up a tracking system to handle the program.  
Workload in subsequent fiscal years will include qualifying wells, tracking royalty and ad valorem taxes and audit functions 
associated with the program.  One auditor position would increase expenditures by approximately $77,000 (salary and 
related benefits) annually.

The Department of Natural Resources estimates that seven new wells will qualify each year based on the average number of
wells drilled on State acreage from January 2005 through December 2008.  DNR provided estimates of state royalty revenue
losses based on this well count and various parameters, as outlined below

Well productive life will be greater than six years.
Well costs will remain at 2008 levels.
Natural gas prices are “Base Case” prices projected by DNR.
Average depth of productive interval 15,000 feet - 17,499 feet is 16,393 feet.
Ad valorem tax rates range between 52.5 mils to 165.5 mils for tax districts surveyed.  95 mils used in calculations.
Assessed value for new wells is from the Louisiana Tax Commission Rules, Chaper 9 Section 901 “Guidelines for Ascertaining
the Fair market Value of Oil and Gas Properties”, Table 907.A-3.
Adjusted assessed value factors for wells from previous years are from Table 907.B-2.

A first year ad valorem tax level and consequent royalty credit was calculated as:
16,393 feet x $77.29 per foot (assessed value) x 95 mils (ad valorem tax rate) x 7 wells = $842,565
Subsequent year calculations would add the same amount for new wells plus a depreciated amount for existing wells:
For example, $842,565 (first year royalty credit for seven new wells) + $808,862 (credit based on depreciated value of first
year wells) = $1,651,427 second year royalty credit

Under the basic model depicted here, total annual credits would grow as new wells enter the program and old wells are 
retained at diminishing values. An approximate plateau of credit cost would be reached by the sixth year (under DNR well-life
assumption), but new wells would be added at higher costs over time (not at 2008 costs as in DNR assumption). the table 
above depicts the annual ramp-up of credit costs under these assumptions. The amount and timing of actual annual credits 
realized will depend on the number of participating wells and their cost, their royalty production value, assessed value, and 
when their property taxes are paid. Credits not used in any year can be carried forward for use in a subsequent year.
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